BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE
November 13, 2002
IN RE: )
)
PETITION OF CHATTANOOGA GAS ) DOCKET NO.
COMPANY FOR APPROVAL OF ) 02-00383
CHANGE IN PURCHASE GAS ADJUSTMENT )

ORDER DENYING PETITION FOR APPEAL AND
AFFIRMING THE INITIAL ORDER OF THE HEARIN G OFFICER

This matter came before Chairman Sara Kyle, Director Deborah Taylor Tate and Director
Ron Jones of the Tennessee Regulatory Authority (the “Authority”), the voting panel assigned in
this docket, at the regularly scheduled Authority Conference held on September 23, 2002 for
consideration of the Petition for A?peal (“Petition™), filed by Chattanooga Gas Company
(“Chattanooga Gas™) on September 6, 2002. In its Petition, Chattanooga Gas requests that the
Authority reverse the August 30, 2002 Initial Order of Hearing Officer on the Merits (“Initial
Order,” attached as Exhibit A) and approve the experimental Fixed Rate Tariff

On September 13, 2002, the Consumer Advocate and Protection Division of the Office of
the Attorney General (“Consumer Advocate™) filed the Attorney General’s Opposition to
Chattanooga Gas Company’s Appeal of Order Denying Its Experimental T ariff (“Opposition of
Consumer Advocate”). |

After reviewing the Initial Order, the Petition, and the Opposition of the Consumer

Advocate as well as the record in this matter, at the September 23, 2002 Authority Conference




the Directors voted unanimously to deny the Petition and to affirm the Hearing Officer’s Initial
Order.
IT IS THEREFORE ORDERED THAT:

1. Chattanooga Gas Company’s Petition for Appeal is denied;

2. The August 30, 2002 Initial Order of Hearing Officer on the Merits, attached to
this Order as Exhibit A, is hereby affirmed and adopted as if fully rewritten herein;

3. The experimental Fixed Rate Tariff is denied; and

4. Any party aggrieved by the decision of the Authority may file a Petition for
Review in the Tennessee Court of Appeals, Middle Section, within sixty (60) days from the date

of this Order.

-~ K e Chanmarf

Qutroran e B

Deborah Taylor Tate, Mector




BEFORE THE TENNESSEE REGULATORY AUTHORITY

AT NASHVILLE, TENNESSEE
IN RE: )
| | g | ) o
PETITION OF CHATTANOOGA GAS ) DOCKET NO.
COMPANY FOR APPROVAL OF ) 02-00383
) .

CHANGE IN PURCHASE GAS ADJUSTMENT

INITIAL ORDER OF HEARING OFFICER ON THE MERITS

- This matter is before the Tennessoe Regulatory Authority (the “Authority” or “TRA”) for
consideration oyf Chattanooga Gas Cornpany’s '(“Chattanooga Gas,” “CGC ” or the “Company”)
Petition for Approval of Change in Purchased Gas Ad]ustment (the “Petition”). On May 28
2002 a Hearing was held before Hearing Ofﬁcer J. Richard Colher for the purpose of allowing
Chattanooga Gas to introduce evidence in support of its Petz‘tz'on The Consumer Advocate and |
| Protecﬁon Division of the Ofﬁce of the Attorney General (“Consumer Advocate”) participated in
the Hearing and presented testlmony |
'BACKGROUND
Chattanooga Gas ﬁled its Petztzon ‘with the Authonty on Apr11 8, 2002, seeklng approvalk
of a tariff that would cha:nge the Company ] ex1st1ng Purchase Gas AdJustment (“PGA”) rider by
estabhshmg an Expenmental Fixed Rate Tarlff (“FRT”) In the Pez‘mon Chattanoo ga Gas states

that the purpose of the FRT is to provide customers of Chattanooga Gas with certamty on an




annual basis relative to their natural gas rates, regaridless‘ of consumption or weather.”! The

- Petition 'ﬁ.lrther states: |
Chattanooga Gas deVeloped the FRT in response to the financial hardships faced
by residential and small commercial customers due to the volatility in natural gas
wholesale prices during the past winter heating seasons, particularly the winter of
2000, and in response to the request of the TRA that gas companies be actively
engaged in developing methods to reduce the impact of gas price volatility on
natural gas customers.’ v ' -
According to the Petition, the experimental FRT would, if approved, be in effect for a.
’three (3) year period beginning October  1, 2002 and would apply to Chaﬁanooga Gas’s
‘Residential General Service (R-1), Multi_—Family Housing Service (R-4), and Commercial and
Industrial General Servng—z (C-1) rate schedules, and it would supersede ‘Ch.'a'tta'nooga Gas’sl B
regular PGA rider for these rate schedules. The Petition states that in order to establish a fixed
rate for customers, Chattanooga Gas will enter into a fixed rate gas supply conttfact by October 1
~of each year. Further, Chattanooga Gas “will assume certain vrisks as a'result of entering into a
long term contract.” Because of these ﬁsks, the FRT includes a “risk premium.”
The FRT proposed in Chattanooga Gas’s Pe;‘itiqn is similar in purpose and general
approach to the FRT proposed by Chattanboga Gas in its Petition for Approval ‘of a Tariﬁ”
- Establishing an Experimental Fixed Rate PGA Rider (“First Petition”) filed in DoCket No. 01-
00761 on August 31, 2001. In its First Petition, Chattanooga Gas requésted Authority approval
of a tariff establishing an experimental three (3) year period during which, rather than passing

: through its actual costs of supplying gas to its customers, Chattanooga Gas proposed to freeze its

customers™ rates for three (3) successivc twelve (12) month'periods. As stated in the First

! Petition Jor Approval of Change in Purchased Gas Adjustment (“Petition”), Docket No. 02-00383, April 8, 2002,
p- 3. : L e ~ ,
R A

‘., p. 4.




Petition, the proposed tariff involved a wa1ver of the Authority PGA Rules Chattanooga
explained that the proposed FRT was a response to “the financial hardshlps faced by res1dent1al
and small commerc1al customers due to the volatrhty in natural gas wholesale prices durmg the
past winter heating season.”5 Chattanooga Gas explained that it would “assume certaln nsks asa
result of entering into a long term -contract.”c Chattanooga Gas further stated that “to
compensate forsuch risks, the FRT includes a ‘risk premium’ T

Petitions for 1ntervent1on were filed i n Docket No. 01-00761 by the Consumer Advocate
and by Dynegy, Inc. (“Dynegy’) On September 25, 2001, the Authonty convened a contested
case proceedmg, granted the petltrons for 1ntervent10n and appomted a Pre- Hearmg Officer to
establish a Pre-Hearing schedule. On September 27, 2001 Chattanooga Gas filed a Withdrawal
hof Petition (“Wzthdrawal’) In its Wzthdrawal Chattanooga Gas re1terated that the First Pez‘ztzon
‘was “filed in response to concerns raised by Chattanooga Gas customers and the TRA regardlng
the volat1hty in gas costs expenenced durlng the winter of 2000/2001 8 ‘According to
Chattanooga Gas, the First Petition ‘ans an attempt by Chattanooga Gas to develop a creatlve,
- win/win response that would guarantee a ﬂat rate for res1dent1al and commer01al customers.” 2

Chattanooga Gas expressed concerns about “the motives of Dynegy, Inc in partlcrpatlng in this

Vi docket,”’0 and stated that by convenrng a contested case and grantrng Dynegy, Inc.’s 1ntervent10n

it would not be p0351b1e for the Authority to render a decision w1th1n the t1me ﬁ'ame requested by

Chattanooga Gas. On October 9, 2001, dunng a regularly scheduled Authonty Conference, the

Tennessee Regulatory Authority Rules Chapter 1220-4-7. ‘ : ‘
3 Petition Jor Approval of a Tariff Establishing an Experimental Fixed Rate PGA Rider (“First Petition”), August
e 31 2001, p. 3. . . ‘ U : .

B Id , D 4.

7 Id ,D. 5. ' ;

: Wzthdrawal of Petmon ( Wzthdrawal "), TRA Docket No. 01-00761, September 27, 2001. p. 1.
Id pp.1-2. : s , , : ' -
Y1 > D- 2 '




| D1rectors unammously accepted the Wzthdmwal of Chattanooga Gas. In addition, the Drrectors ’
stated that the respon81b111ty of the Company to take all reasonable and prudent measures to
purchase gas at the lowest poss1ble price was not lessened by its Wlthdrawal of the First Petition.
In addition, Chattanooga Gas was remmded that such measures were already poss1ble within the
framework of the Authority’s PGA Rule.

g Travel of This Case

Followmg the ﬁhng of the Petition, the Authorrty issued a data request to Chattanooga
Gas In its Apnl 23 2001 response to that data request Chattanooga Gas states that the major’

addltlons that dlstmgulsh the proposal in the current Petmon from that ﬁled in the First Petztzon

1nclude spec1ﬁc 1dent1ﬁcat1on of three (3) additional risk factors in the proposed formula and a |

: reduct1on in the rrsk premium for unspec1ﬁed nsks These three (3) nsk factors encompass
| volume and capac1ty cost variables caused pnmanly by weather and by lost and unaccounted-for
gas."' The current Petition still hedges on one hundred percent ( IOO%) of price Vanatlons vfor
| one (1) year mtervals in exchange fora non—optional rate increase.

' Accordmg to the Petmon a new fixed rate will be computed by October 1* of each year
. during the three 3) year penod By September 1* of each year, “a pro forma of the ﬁxed rate

shall be ﬁled w1th the Authorlty indicating the market conditions for wholesale gas prices at that

12 The Petmon states

tlme
Although the pro forma will not set forth a guaranteed fixed rate, the Authority
~will have good indications of the market conditions and the estimated rate thirty
- days before implementation of the new annual fixed rate and can use this
~ information as a basis to determme ‘whether it Wlll approve the tariff for the
ensulng year.'? ' -

Response to Tennessee Regulatory Authority Staff Data Request No. 1, Docket No. 02-00383, April 23, 2001,
Item 1. : - : . ‘
Petztzon atp. 4

B , Pp. 4-5.




Wlth the Petztzon Chattanooga Gas filed a formula for computatlon of the ﬁxed rate
witness test1mony descnbmg the FRT and a “pro forma reﬂectlng current market conchttons w14
7 Chattanooga Gas requests “approval of the tanff which constitutes a formula and a concept s
| Chattanooga Gas further states that if the Petition is approved the Company “would ﬁle a new
pro forma on September 1, 2002 reﬂectmg the then current market condltrons Wh1ch would serve
as the basis for the Authonty to dec1de whether it should allow the FRT to go into effect for the _
ensumg year.’ »16 Proposed tanff sheets filed Wlth the Petztzon state that the Authority would have -
| unt11 September 25™ of each year to decide whether to “halt this Fixed Rate PGA Rlder 7 and
suspendm the tanff for the next twelve (12) rnonths, or approve the proposed fixed rate and allow " |
the tariff to 0 g0 into effect for the next twelve (12) months 17 | | o |

In conJunctron with the FRT Chattanooga Gas requests that the Authorrty waive the
‘ requirements of the PGA Rule (TRA Rule 1220-4- 7) for the affected rate schedules “because the
»xﬁxed rate obv1ates the need for computing the adJusted rate as set forth in the rule. 13 Such a

waiver, the Petztzon states would also include a walver of the prudence audit provrded for in the’

- PGA Rule

With its Petition, Chattanooga Gas submrtted the pre- ﬁled testnnony of Mr. Larry Bu1e
- General Manager of Chattanooga Gas Mr. Wllham H (“Hal”) Novak, Vlce Pre51dent of
Regulatory Comphance for Sequent Energy Management, LP (“Sequent”)w, and Ms. Beverly

erght the research consultant who conducted focus group sessions at the request of

M1, p. 5
o
16 Id oy :
Petztzon Exhibit A, Ongmal Sheet No. 40
18 Pez‘ztzon atp. S. ‘ -
: Sequent Energy Management, LPis a wholesale gas tradmg and optumzahon company W1th offices in Atlanta
v Georgra and Houston, Texas," Sequent is a subsidiary of AGL Resources and an affiliate of Chattanooga Gas -
Company (See Petition, Exhxblt C, Test1mony of WllhamH Novak, p. 1.) S




Chattanooga Gas. With its Petition, Chattanooga Gas also submltted three (3) v1deotapes of
B approxrmately two (2) hours each, showrng three 3) focus group sessions conducted by Ms. |
anht These sessions 1ncluded written and oral surveys of the partrcrpants reﬂectrng their
opinions regardmg the proposed FRT. 20 | |

At the May 7, 2002 Authority Conference the D1rectors of the Authonty voted
‘unammously to convene a contested case proceedmg in this matter and to appoint the General
Counsel or his de31gnee as Hearmg Ofﬁcer to make findings of fact and conclusions of law and-
to render an initial decision on the ments of Chattanooga Gas’s Petztzon 2L A Pre- -Hearing
Conference was held on May 7, 2002 during whrch the parties agreed to a procedural schedule
| governlng the filing of dlscovery and pre-ﬁled testrmony The Heanng in this matter was set for
May 28, 2002 An Order reﬂectmg the schedule and Hearing date was issued on May 9 2002

The Consumer Advocate partlcrpated in the Pre-Hearing Conference without obJectron
in advance of requesting formal mterventron On May 9, 2002, the Consumer Advocate ﬁled a
Petition to Intervene in this matter. The Consumer Advocate stated as grounds for its Petition to
Intervene that the “nsk premlum 1s too hrgh and is not reasonable for consumers in
kChattanooga »22 Further the Consumer Advocate stated that the “tariff has no option for
: consumers” and “is not the kind of consumer choice Tennesseans should expect. 223 By Order

dated May 23 2002, the Heanng Ofﬁcer granted the Consumer Advocate S Petztzon to Intervene |

Chattanooga Gas filed a Market Research Report dated February 21, 2002 which explams the focus groups.
Accordmg to this Report, the focus groups consisted of thirty-one (31) randomly chosen commercial and residential
- customers of Chattanooga Gas, who were instructed and surveyed regarding the proposed FRT in three (3) sessions

~on January 25, 2002. See BMR and Associates, Market Research Report, February 21, 2002, attached to Response
to Consumer Advocate and Protection Division May 13, 2002 Data Request Docket No. 02- 00383 May 17, 2002.

An Order reflecting this action was issued on May 13, 2002. . k

Petztzon to Intervene, Docket No. 02- 00383, May9 2002 p 2.

2 Id. ,




Pre-Filed Testimonv Submitted bV Chattanooga Gas

In his pre-filed teétimOny submitted with the Petition, Larry Buie describes the proposed
FRT as follows:

The Coinpany’s Fixed Rate PGA Tariff “locks in” the price of gas for the

Residential and Small Commercial customers for a one-year period regardless of

consumption or weather. In contrast, the Company’s regular PGA changes the

gas rate for these same customers on a monthly basis, and is dependent on the

wholesale gas price that is available on the spot market. While the Company’s

proposed Fixed Rate PGA does not guarantee a lower total cost to the customer .

over a twelve month period, it does eliminate the price volatility that has been the

source of many complaints to the Company and the Tennessee Regulatory

Authority.?* : :

Mr. Buie states that the volatility in wholesale gas rates is demonstrated by the fact_that “[s]ince v
the Company?s_last rate case in 1998',' the monthly gas rate has ranged from a low of $0.319 per
hundred cubic feet to $1.008 per hundred cubic feet last winter.”25 - According to Mr. Buie,
“wholesale price volatility has been a source of contention with many of our Residential and
. Small Commercial customers who depend on a stable gas rate to help them budget their energy
- exp‘en'ditures.”26 He adds that the FRT “eliminates this Volatility by’offerihg a fixed, stable rate
fer wholesale gas that will not change over the next 12 months.”*’

Mr. Buie states that the fixed price could be obtained because Chattanooga Gas ‘fhas
several hedging tdels available tAo,ki_t‘ where it can“lock in’ or hedge a unit price today for
wholesale gas to be delivered over the next twelve monthé.”,28 However, Mr. Buie states,
“[wlhen the Company ’he’dges prices for wholesale gas purchases over a ‘iwelve—month period, it

must also decide what corresponding volume of gas to hedge.”®® Mr. Buie explains:

: ;: Petition, Exhibit B, T estimony of Larry Buie, p.-2. -
T £ ' : : :
*1d.
T
= [d, p. 3.
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If the Company hedges too much gas (for example, if weather turns out to be
Wwarmer than expected) then it will have to find a market for this gas at a price that
could be either lower or higher than the hedged price. Likewise, if the Company
does not hedge enough gas (for example, if weather turns out to be colder than
expected), it will be forced to go back into the market and purchase additional °
supplies of gas at a price that may be either higher or lower than the hedged price
in order to satisfy the demand for gas from our Customers. . . . Because the
Company is assuming this risk regarding the correct volume of gas to hedge, we
have included a Risk Premium variable in Fixed Rate PGA Tariff formula, >

Mr. Buie féstiﬁed ‘that Chattanooga Gas cons’ider’ed offering the FRT as an okptiovnal‘>
service butdetermined that the cost of changing its computer system to aécommodate aﬁ 6ptiQnal B
program would be prohibitive.! Mr. Buie further asserts that an 6ptional program “woujld’
require an extensi\rz‘ey customer education campaign as well as édditional training an.d stafﬁngl in
'Qur call center.”3 4 | ‘ | | | .

In his pre—ﬁled‘test_imony,f Sequent Vice President Hal Novak described how the FRT ;
works; | | = | . |

The Fixed Rate PGA is designed to work in somewhat similar fashion to the
Authority’s existing PGA rule with the forecasted costs and volumes producing a

gas rate to be charged to CGC’s customers. However, unlike the Company’s
~existing PGA Rider, the proposed Fixed Rate PGA Rider contains a risk premium
(RP) to compensate for the risks assumed by the Company that could not be
separately identified in making this tariff available.> . S ‘

Mr. Novak explained the proposed FRT formula: ’

The first part of the formula aggregates the projected monthly commodity, storage
demand and lost and unaccounted-for gas costs in the numerator, and then divides
this projected annual cost by the annual projected sales volumes in the
denominator.  This produces the weighted average expected rate that the
Company anticipates it will be able to deliver to its customers. The second part of
the formula adds in the projected interstate pipeline transportation rate. Finally,
the third part of the formula adds in a Risk Premium.** :

* Petition, Exhibit C, Testimony of William H. Novak; p. 2.
“Id,p.3. ‘ : :




Mr. Novak discusses each component of the formula in his pre-ﬁled testimony. As to the risk
‘premium, he states:

There are several risk burdens that are currently recovered automatically through
the PGA process that will now be transferred to the Company’s affiliate in order
to make the Fixed Rate PGA feasible. Many of these risks are difficult to
quantify as a separate component of the Fixed Rate PGA, since their magnitude
and probability of occurrence are unknown.>’ ’ ~

Mr. Novak lisktsy several potential risks, Which’include' possible ¢onversion by an industrial
Customer to an interruptible rate sched_ule as well as pqssiBIe changes in interstate tfansportation, |
storage and capacity rates by ﬁhe Federal Energy Regulatory Commission. Mr. Novak describes -
‘the manner in whi¢h Chattanoogd Gas arrived at‘its pfbposed risk premium: ' - | |

The Company internally considered the risks described above for this tariff that it
feels it will be required to absorb over the plan year. After considering several

- methods for determining this risk, we are proposing to use the utility’s authorized
rate of return of 9.08% and applying it to all other costs identified in the Fixed
Rate PGA. When this rate is applied to the Fixed Rate PGA, it produces a current
Risk Premium of approximately $0.05 per Ccf as shown on Exhibit WHN-2. This
Risk Premium is also substantially less than the $0.12 per Ccf that the Company
proposed in its original filing last year.3¢ o

Mr. Novakhﬁlrtherb explains:

- Between September 25" and October 1%, the Company will enter the market and
acquire the volumes listed in Exhibit WHN-2, barring any force majeure situation
(tornado, hurricane, explosion or other natural or mechanical disaster) occurring
in the gulf or other production areas. Once the volumes have been acquired, we
will calculate the final fixed price and provide it to the Authority along with the
commodity prices that were obtained for October 2002 through September 2003.

- We will also provide the Authority with a copy of the supplier’s confirmation
sheet for the wellhead gas purchased. This confirmation will indicate the volumes
that were fixed at a specific price per month.”’ ~ '

i Accbrding to Mr. Novak, on the basis of the information thus. supplied, the Authority would be.

able to detéﬁni»ﬁe whether the pﬁce for gas paid the 'Company was between the daily highs and

B, p.8.
36[d.,p. 9. ,
Id, pp. 10-11.




lows posted in various publications, sﬁch és Gds :Daily.38 Mr. Novak further states, “Fixing the
price for natural gas provides the customer with a known price for service oyverk the next 12
| ~month period. It does not guarantee the lowest co‘st.”3 ? | |
v’ ,Chétta.nooga Gas’ research.»consultant, Beverly Wright, testified that she was hired “to
perform a series of custbmer focus groups for the purpose of obtaining attitudes of Residenﬁal | -
and‘Small Comxﬁerc;ial cUstorﬁers towards the Cbmpany adoptiﬁg an annual fixed-rate purchase |
gas‘ adjustment faCtor.”4° Ms. Wrigllltkex‘plair‘xs the use of focus grofips as follows:

As published by the American Marketing Association, a focus group is a form of
qualitative research and a means of obtaining opinions related to a specific topic.
Focus groups should be conducted in a tree-flowing, loosely structured manner
using a focus group moderator, usually external to the organization sponsoring the
focus groups. ‘Groups typically consist of eight to twelve people with some

- common characteristics. One of the most common reasons for focus group
research includes testing new concepts. Focus group research should not be used
to determine specific percentages and exact measurements of Qpi-nions.“, '

Ms Wright states that the thirty-one (31) participants in the kthree (3) focus groups shek/
conducted were kselec,t'e’d at random ‘from Chattaﬁooga Gaé customérs.42 .While the results of the
| 'fbdus groups afe not necessarily répresentative of the kCompanky’é custofriefs as a whole,* Ms. |
. Wright drew the following coﬁclusions frqm the focus groups:

1) Customers from the groups would probably not notice a
change of the proposed nature in their natural gas bills.

2)  The majority of customers from the study (about 2/3) are
~ either indifferent to or in favor of the proposal. : :
3) Providing information addressing customer concerns

regarding assignment or risk and potential losses has an
important role in the development of customer opinion of
the proposal. There was a noticeable shift away from
‘customer opinions - against the proposal - when  this

B, p.11.
A L ,
:‘; Petition, Exhibit D, Testimony of Beverly Wright, p. 2.
/A B ' : '
*1d., pp. 4-5.
8, p.s.
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information was 1ncluded in the proposal.
4) Customers from the study have a sense of very low control
' over what they are charged and how they are charged for
their natural gas. ¥

Pre-Filed Testimony Submitted by the Consumer Advocate

On May 21, 2002, the Consumer Advocate ﬁled the Direct Testimony of Robert T.
Buckner Coordrnator of Regulatory Analysts and Mrchael D. Chrysler Regulatory Analyst
- both with the Consumer Advocate s office. Both witnesses testrﬁed in opposrtlon to the

5 proposed FRT Mr Buckner states that because the FRT 1ncludes a nsk premium and other pro

forma I‘lSk protectron which are added to the commodrty cost of gas charged to consumers, and ‘ o

are not optional for consumers, the FRT is not prudent for consumers. # Mr Buckner objects to
the r1sk prenuum because it “provrdes compensat1on to CGC Wh1ch is not based ¢ on actual
costs.”46 Mr. Buckner notes that Chattanooga Gas has admitted that the 1dent1ﬁable rlsks have a
low probability of matenahzmg, and asserts that “CGC S customers are berng asked to pay a risk
prermum for- nsks that either are unknown or cannot be quantlﬁed or may not matenalrzc at
all. a7 Mr Buckner states that “the ‘rrsk premium and the risk protectron add1t1ves total .
approxrrnately $ 09 per Cef, or based on the latest iteration of the proposed FRT, a 16% mark-up
over estimated costs.”*®

Mr. Buckner ObJ ects to the manner in which purchases related to the FRT will be handled
' and crrtlclzes Chattanooga Gas’s request for approval of the FRT “Wlthout bemg subject to the
blddmg process at this tlme ¥ He states |

. the structure of the proposed FRT provides no real incentive for CGC’s |

4 :
Id,p.6. , , .
s Dlrect Testrmony of RobertT Buckner Docket No 02-00383, May 21, 2002, p. 3.
Id p. 4. , o ‘ :
8 Id p.7.
49
T Id. »P- 6.
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affiliate, Sequent Energy Management LP (“Sequent”), to obtain the lowest
possible gas commodity costs. Sequent is currently the gas provider for CGC’s
customers At this time, CGC will not take bids from other supphers for the
FRT.>® r
Mr. Buckner also notes that Chattanooga Gas requests a waiver of the prudence audit provrded
for in Authonty Rule 1220- 4-7-. 05 and he expresses concern that there erl be no accounting
mechamsm to show whether or not the FRT has been successful

Mr. Buckner states that “since any undercollectlon/overcollectlon can be recovered in
future perrods through the Actual Cost AdJustment (“ACA”) then the exrstmg PGA offerlng of
CGC can ehmmate price volatility for a twelve month period.”! - Mr. Buckner asserts that the
FRT “should not be mandated by a ut111ty monopoly or a government entity, but accepted by
informed consumers of the1r own Volition 22 My, Buckner further obJects to the proposed FRT
- on the grounds that from the results of the focus group sessions, it does not appear that
Chattanooga Gas customers are in favor of the FRT. v

Mrchael Chrysler ] testlmony focuses pnmanly on his analysrs of the focus group '
v1deotapes and documents filed in support of the Petition. Mr Chrysler states that the
’ conclus1ons drawn by the consultant who conducted the focus groups are “of llmrted Value”
because the “results and conclusmns of the focus group are not representative of the customer
bas ‘ e Wlth his testlmony, Mr. Chrysler pr0v1ded in Exhibit C-1, a list of programs in five (5)
! other states in whlch “leed price plans” were made avallable New Hampshrre Pennsylvanla

| Maryland Indlana, and Illmors Mr Chrysler states that in all of these instances, the plans “were

only applicable at the customers option and have been limited in scope by the state regulatory

Y 1d.,p. 5.
lIal (Emphasis removed)
Id , Pp- 8-9. '
% Direct Testrmony of Michael D. Chrysler Docket No. 02- 00383 May 21, 2002, p- 3.
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commission.’”*

The May 28, 2002 HEARING

The Hearmg on the merits of the Pez‘ztzon was held on May 28 2002 with the followmg

attorneys appearing on behalf of the parties:

Chattanooga Gas Company D. Billye Sanders Esq., Waller, Lansden Dortch & Davis,
Nashvﬂle Clty Center, 511 Union Street, Suite 2100, Nashvﬂle TN 37219- 8966

Consumer Advocate and Protection Division of the Office of the Attorney General and
Reporter (“Consumer Advocate”) - Vance Broemel, Esq., Office of Attorney General,
425 5t Avenue North, Cordell HuH Building, Nashville, TN 37243- 0500
Durmg the Hearmg, Mr., Larry Bu1e Ms. Beverly anht and Mr. William H. Novak
~ testified on behalf of Chattanooga Gas and were available for cross- exammat1on by counsel for
the Consumer Advocate and quest1ons from the Authonty Staff M. Mlchael D. Chrysler and
Mr. Robert T Buckner testlﬁed on behalf of the Consumer Advocate and were available for
Cross- exammatlon by counsel for Chattanoo ga Gas and quest1ons from the Authonty Staff.

At the commencement of the Hearmg, counsel for Chattanooga Gas offered proof of ,

notice by pubhcatron of the filing of the proposed tanff pursuant to TRA Rule 1220-4- 1- 05 ’

Cop1es of notices pubhshed in the Chatmnooga Times Free Press and the Cleveland Daily : .

Banner newspapers in the service area of Chattanooga Gas were entered into the record as
,‘Heanng exh1b1ts |

In his testrrnony during the Hearing, Larry Buie provrded an overview of the proposed

~ FRT and an explanatlon of the antlclpated beneﬁts to customers of Chattanooga Gas. Mr. Bu1e

attributed the development of the proposed FRT to statements made by the Authonty S Dlrectors

~ with regard to gas prices and gas bllls at the F ebruary 6, 2001 Authonty Conference Mr Bu1e :

 stated:

*Id
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What Chattanooga gleaned from that conference and from other fnéetings with the

TRA was that the Directors wanted the gas companies to be proactive in coming

up with creative ways to help customers to pay their bills when gas prices are hi gh

and, if possible, do something to neutralize gas price volatility.> o
Mr. Buie also attrilsuted the proposed FRT to discussions With represéntstives of the’ Tennessee
'Vélley Authbrity and the Electric Power Board of VChattanboga, in which the “pfedqminant
Question”’v that eﬁerged related to the ﬂuctu_ation of enérgy pricing.*® |

Mr. Buie asknowlcdged that “[n]o one knows what the future prices" will be; We can snly
spc:culatké.”5 7 He stated thaf one virtue of the flat rate is ktha't it sirﬁpliﬁes cus’tom'ers" bills.5 8
Aécording to Mr. Buie, Chaftanoo ga Gas custbmcrs in F ebruary 2001 “saw a gas rate range from
»ai)proximatéiy ‘32 cents a CCF to asj‘ high as a dollar [énd] one cent a CCF % Mr- Bsie Statea
’thst the fixed rate PGA will noktk'guarantee’ the lowest or a particularly lqwer PGA,' but ’it wﬂl }
offer a fixed rate fhat Wiil take out the volatility of the’ cost of natural gas on the market, the spot
‘market.”® | |

Mr. Bﬁie ’testiﬁed that the proposed FRT if approved | would not be olva.tional‘ for
customers.®! He eXpIained that Chattanooga Gas had aﬂso detemﬁned that offéﬁng the F RT as an |
sptional program Would rnequire changes in its billing systém thatxwrould be cosf ’prohibitive.&
| Mr. Buie estimated the ’cost of an optional prograin at approximately $230,000, hot including the |

~cost ,Of internal training or the edﬁcétional» component for the customér base.® 5 |

Mr. Buie acknowledged that the program would not initially be out for compeﬁtive bid,'

> Transcript of Proceedings, Docket No. 02-00383, May 28, 2002, p. 6.
“Id,pp.32-33. e , . ‘
I, p.6.
- ®Id,p.o. : ' o
:z d., p.15. The transcript reads “almost” instead of “and.”
B ] o o
'Id,p.16.
- ‘62 ld. .
% 1d.,p.31.
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but stated that CGC is not opposed to taklng b1ds later.® Mr Bule stated that he was not sure
whether any profit derlved from the proposed FRT would go to Sequent or Chattanooga Gas but
| that any proﬁt or loss would affect the bottom line for Atlanta Gas and Light Resources the :
- parent company of both Sequent and Chattanooga Gas.® | |
Mr. Buie stated that Chattanooga Gas had received cust01ner complaints,' mostly
' _ following the winter of 2000-2001, regarding customers’ “higher than usual gas bill[s].”%¢ He
- added, “I thmk the hlgh gas pricing W111 in fact, create a higher blll and Volat111ty 67 M, Bule
| testlﬁed that under the proposed FRT, the Authorlty has the option of termmatmg the program at
the beglnnmg of each one—year period, but not durmg the year after the program is in. operatlon

Beverly anht testrﬁed that she was asked to obtam the oplmons ﬁom Chattanooga Gas

customers relatmg to the proposed FRT In her testlmony, Ms. erght corrected her pre—ﬁled : |

' test1mony regardmg the results of the focus groups, which resulted in the followmg changes in
the breakdown of customer attltudes toward the FRT: 38 percent (38%) in favor, 30 percent
(30%) 1nd1fferent and 32 percent (32%) against.” She reiterated that the results were “not
necessarily representative” of the op1mons of Chattanooga Gas customers as a whole, stating that
the focus groups represented “quahtatlve research” that 18 “not prOJectable” onto Chattanooga

- Gas’s customer base.””

Accordmg to Ms. anht S study, in order to con31der a b1ll1ng increase s1gn1ﬁcant the

commercial customers would need to see a bill double the amount of the previous bill, Whereas

% Id., pp. 19, 29.

5 1d.

“ld ,D. 24.

714,

,Gsld p. 26. ,
Id ,p.37.
r4. , b 44.
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residential customers vuould need to see only an increase of around fifty percent (SO%) T Ms.
Wright also stated that some customers expressed an interest in rece1v1ng other mformauon
k 'regardmg their gas bllls such as their total amount from previous years for the same month 7
Ms. Wrrght testified that the presentation of the FRT to the last focus group was modified
in such a way that the last focus group was specrﬁcally 1nformed that Chattanooga Gas’s
customers would not “have to pay 1f anythmg went wrong.””®  After the presentatlon Was'k
_modlﬁed Ms. Wright stated, only one customer in the ﬁnal group expressed opposition to the
- proposal.”* 7 | |
| Hal Novak testtﬁed that the proposed FRT had been des1gned for Chattanooga Gas, “toe
try to ehnnnate volat1le swings in wholesale gas prices that we had experlenced »75 Mr. Novak’s
testrmony at the Hearing focused on the proposed formula for establishing a yearly ﬁxed rate and
the‘individual components of that formula. Mr. Novak relied upon a chart that he said was a
graphlcal depiction since Chattanooga s last rate case of the b1lhng rates for wholesale gas that
Chattanooga charges its customers 76 Mr. Novak stated that the chart demonstrated “qulte a bit
of volatlhty 1T M. Novak explained the difference between Chattanooga Gas s current
: act1V1t1es and the proposed FRT as follows: |
Currently what we do, we purchase gas on the wholesale spot market on a month-
to-month basis. Now, when I say “we purchase this,” Sequent Energy

Managernent purchases thlS gas on behalf of Chattanooga Gas.

‘And what we propose to do is instead change the way we do this and buy gas on
the futures market for 12 months at a time.”®

” 5 1d.p. 53,

Id p. 54.
‘ Id , p- 56.
"I

73 > 1d.,p. 66.

S Id. P 66 The chart referred to was Exh1b1t WHN-3 to Mr. Novak’s pre-ﬁled testlmony

',

" Id., pp. 67-68.
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Mr. Novak explained the inclusion of a “financial collar,” which he stated represented a
change from the previous proposal:
If our customers use more gas, it lets us go back into the market and buy more gas

at that same future rate. And, likewise, if they use less gas, it entitles us to sell
gas to someone else at that same future rate.- So we have, in effect, locked in that

price of gas for the customer.”® ’
| Additionaly changes from Chattanooga Ga‘s’s‘ previous pfoposal included modification of the risk
‘premium coml.oonen‘t,’which was pfeviously twelve cénfs ($O‘O.‘12) éﬁd inclusion of financial .
o ‘collars totaling approXimately foﬁr cents ($O0.04) per Ccf® In’ad;iition,' Mr. Novak‘ stated that
Chattanooga- Gas has “voluntarily reduced the risk premium tha“r we filed in lasf yeaf’s !docket by R
3 cents per CCF or 25 percent of whét ‘We ﬁledf”81 Mr Novak pointeci out that th‘is.amoﬁnt is
Eelov& what is being 'chérged by eight (8) different mafkéfers offeﬁng fixed rates in‘k Georgia’s o
market, which he admitted is deregulated, ﬁnlike Tennessee’s marlycet.82

Mr. Novak referred to Exhibibt W}IN55, whiéh he dééén'bed as a"four and ‘a half year
:backwardklyook at gas prices, to demonstrate “the vollatility,xespecially the peak’ in the yolatility of
approximately $1 per’CCF . ‘. 25 Mr. Ndvak further stat.ed,ireferriﬁg tov Rebuttal Exhibit WHN-v |
. : N _

| you can see that the price for this coﬁtract staﬁed' outin, I BeliéVe, No‘}erhber of

2001 at $3.70. It reached a low in February of 2002 of roughly $2.95, and it

closed about the middle of last week just around $4.20 per decatherm. So we

have continued to see this volatility, and we believe that what we’ve got here for

our customers is a great product, especially if we’re going to continue to see peak

volatile prices that will - - may not take out all of the volatility and it may not be
perfect, but we’ve offered it as an experimental basis to see what we can do.®*

7 Id., pp. 69-70.

871, p.75.

81 1d., p. 76.

21
B, p.77.

“1d.,p.78.
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Mr. Novﬁkl testified that the risk pfemium was derived by’taking"fthe rate of return that’s
‘ currently authorized for Chattanooga and apply it to all other cdsts for the ﬁ)_(ed rate PGA up to
that point,,,SS 'He alsol vafﬁrmed the procedufe for annual appréval of the ﬁxed rate by the |
‘Autho'rity: | ‘; | | ‘ | | ” |
"tI]f ‘the TRA is not happy with the rate that the tariff produces an'd they let us
~ know approximately five days before we have to go lock in these gas prices, then
both sides can walk away from this for a year [and] the tariff is suspended.86 -
’M,r.”’Novak acknoWlédged that under the pfopoSed fixed rate vPGAv, if gas prices go down
vcusktém‘ers would not benéﬁt as théy would under the current PGA.? |
o In rebutting Michael Chrysler’s pré-ﬁled tesﬁmony on the issue of offering tl,le,‘FRT as an
optioh to dustomefs, Mr. Novak stated that the gas companies chbsen by Mr | Chryslerk for -
‘ con‘lpariksyon are substaﬁtially larger than Chattanooga Gas. Aécbrding to Mr. Noyak:
.. . the cost fof Chattétnooga Gas to ‘impiement an optional fixed rate PGA would
just be prohibitive for us to recover the cost of. There’s just not enough of a -
- customer base for us to fecoyer the cost to make it feasible.® S '
Under ‘cross‘-examination Mr. Noyﬁk was questionéd about the affiliate relétionship
betweénCha’ttano_oga Gas ‘a1‘1‘d Sequent andack:nowiedged that Chéttanooga Gas niusf follko‘w" ;
 certain afﬁliate rules undér the Public Utility»Holding Company Act.*® He did not know whether

the transactions.would be recorded on Chattﬁanoégay Gas’s or Sequent’s books, but stated that the

TRA would be provided this information.”

Y1, p- 83. Mr. Novak’s explanation was much the same as in his pre-filed testimony:
[W]e looked internally at the risk that we would have to bear for offering this fixed rate
PGA proposal and we felt that it would take 5 cents per CCF to cover the risk. And at the
same time we were looking for some way to calculate what this risk premium should be,
and it worked out that the company’s current overall return produced approximately the
' same 5 cents per CCF. Id., p. 90. K : : \
86 1d., pp. 84-85. Transcript reads “had” instead of “and.”
Y1, p. 87 T
S 1d,p.79.
Y¥1d.,p. 88.
Y.
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On the issue of competltrve blddmg for gas purchasing, Mr Novak testrﬁed that opening
the program up to blddlng from companies other than Sequent would not beneﬁt Chattanooga
Gas® s customers Accordmg to Mr. Novak the.cost of Sequent s employees who purchase gas 1s‘
already a part of Chattanooga Gas customers base rates. Therefore, buying from another gas
purchaser' or suppher would involve additional costs to Chattanooga Gas customers.”’ Mr.
Novak further stated that there is little to bid on, because Sequent does not mark up the price of
. gas it purchases for Chattanooga Gas.”* He afﬁrmed that Chattanooga Gas does not foreclose

bidding in the future | }

~ Mr. Novak testified that a prudence review would still be conducted, and he added:

The only part that changes about the fixed rate PGA is it’s recogmzed that the

prudence test is determined at the time the gas is purchased rather than at the time

the gas is dehvered because the time the gas is delivered can be as much as 12

months later ‘ o |

Mr. Novak stated that the proposed FRT allows Chattanooga Gas to ‘be,prepared for a
price spike in the future.% According to Mr Novak, the program’s value to the Company is that
~ “the next time ‘we get into this peak rate we’'ve planned for our customers we’ve protected

"% He stated that the program may also help with bad debt expense because gas costs

them.
locked in at lower rates may result in reducmg the amount of customer late payments o7
Mr. Novak testified that over the years, Chattanooga Gas has hedged on natural gas by ,‘

"stonng a s1gmﬁcant amount for wmter demand, and th1s will continue under the proposed FRT.™

According to Mr. Novak, the risk premium would likely not appear on customers’ bills, but may

,9‘Id p. 92.
2 Id., pp. 92-93.

93 o 1d.,p.99.
*Id., p. 116.
7Id ,p. 117.
*Id., p. 104.
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be explained to customers through bill inserts or newspaper articles.”
, Mr;Novak explained the procedure for periodic review during the course of the program:
At the end of each year - - Well, it’s not so much that any particular thing happens |
at the end of each year, but at the end of each month we will come to the TRA
staff, we’ll make a presentation of here is the rate we locked in for this particular
. month, here is what a pro forma PGA under the existing PGA rule we operate
under today we feel would have produced, here is how everything is going
forward. Here is the rate if we had bought gas on the wholesale market, here is
what it’s doing and here it is compared with this fixed rate we locked into.'%
- Mr. Novak acknowledged that any succeeding year’s fixed rate “could be substantially
_higher or lower” than the prévioué year’s r‘ate.LOI Mr. Novak also stated that there are other ways
to reduce Vblatility and the Company would continue to do those with this program in effect, %2
- The Consumer Advocate offered the teétimony of Michael D. Chrysler and Robert T.
Buckner during the Hearing. The thfust of Mr. Chrysler’s testimony* was two-fold. He
challenged the VCompany’s reliance oh the focus group studies and provided information
' regarding other utilities offering similar fixed rate programs. Mr. Chfysler reviewed the results
of the focus groups and concluded that no more than eleven (11) of the thirty (30)k participants
would choose the proposed FRT.!® Mr. Chrysler‘ stated that information he gathered from
contacts in the National Associ’ation of State Utility Consumer Advocates formed the basis for
Exhibit C-1 to his pre-ﬁled‘testimony, ‘which Iists six (6) utilities offering fixed rates on an
- optional basis.!™ Mr. Chryslker admitted on cross-examination that he did anknow how many

other companies in the United States offer fixed rate tariffs or whether all other programs are

*°Id, pp. 110-111.
‘0 14, p. 114.
lor , .

102 54 :

Id,pp.117-118. . , ' _ S A ; -
1, p. 127. Under cross-examination, Mr. Chrysler admitted that he did not have experience in such research
?&ols and that his conclusions were based upon his personal interpretation of the data. d., pp. 131-132.

ld.,p. 136. ' ‘ ‘
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‘optional.b105 |
- Mr. Buckner testified that the ConsnmerAdVocate opposes the proposed FRT hecause
(D “the proposed fixed rate PGA rider commodity rates are not based on actual cost while the |
existing PGA guarantees that act‘ualygas commodity costs 'are recovered,” (2) the ﬁxed rate '
“includes a risk premium and other risk protection additives which amount to approximately 9
cents 4per mem' or CCF or approximately a 16 percent markup for gas commodity cost” and 3)
the program is “not optional for Chattanoo ga Gas customers.”‘106
~ Mr. Buckner testified that, prior to the institution of the P(“rA rule, customers’ rates were ¥
- set by the regulato_ry agency on the basis of “actual cost at a given point,in time.”i07 If the gas
utlhty required an increase in its rates because of i Increases in the cost of purchasing gas, the ,
| utlhty would have the option of reqnestlng a rate increase from the regulatory agency. 10s. Mr
Buckner stated that although customers have not always pa1d the actual cost of gas, such has not
been the case for the past decade. 199 Accordmg to Mr. Buckner: |

- Currently all gas cost are paid for by the customers. There’s no reason for gas
- customers to pay any more than cost. . .!! :

Mr. ,Bnckner balso stated that‘ gas cost volatility can be mitigated under the existing PGA;
“Existing PGA can set a price per therm over a’ 12 month‘period ... It [the PGA] nﬁtigates ’
| ‘Volatlhty from a month to month to a 12-month wmdow »1 ‘
Under Cross- exammatmn Mr. Buckner stated that he was not aware of any surveys or

studles relatmg to. customer satisfaction with the current PGA or addressmg customer’s

~ 1°51d ,p. 137.
% Jd., p. 150.;,
7 1.

108 :

“)914 ,p. 171.
A

M Id,p. 156




preferenees regarding fixed or variahle gas costs. He also admitted that he had not done a study
of the uolatility of gas prices. |

During Mr. Buckner’s cross-examination, counsel for Chattanooga Gas requested that the
Hearing Officer take judieial notice of comments made during the F ebruar)r 6, 2.001 "Authority‘ |
Conference and submitted copies of excerpts of the ofﬁcial transcript from that Conferenee 12
Without objeetron the Heanng Ofﬁcer took notice of the transcript of the February 6, 2001 |
'k Conference Counsel for Chattanooga Gas then read the foIlowmg excerpts from that transenpt
into the record: Page 31, Lines 12-18; Page 32, Lmes 11-15; Page 44 Llnes 12-18; Page 46,
, Llnes 19- 23 Page 50 Line 24 through Page 51, Line 2 and Page 51, Lines 14-18.''3 Mr
Buckner was questioned whether, in light of the comments of the Directors during that F ebruary
6, 2001 Conference, itwould be reasonable forr a tariff to be proposed by Chattanooga Gas that
would reduce gas kvolatility. Mr. Buckner responded that while proposing such a tariff Would be -
reasonable, Chattanooga G,as“ has had the ability to hedge gas costs, including at the 'tirne of the

F ebruary 6, 2001 Conference.114

FINDINCS AND CONCLUSIONS
| Based upon a review of the Petition and its accompanying exhibits and after considering
the testimony and docurnentary evidence presented by the partles the Hearing Ofﬁcer demes the
Petition of Chattanooga Gas based on the followmg ﬁndlngs and conclusmns
L. The Authority must determine whether Chattanooga Gas’s proposed FRT which
would alter the existing mechanism for establishing gas costs, is Just and reasonable,

pursuant to Tenn. Code Ann. § 65-5-203

;The TRA has the authorlty to act under Tenn Code Ann. §§ 65-5-201 and 65-5- 203 in

‘ ”21d . 162.
8, pp 165-167.

"4, pp.167-168.
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' estabhshmg the rates to be set under such a mechamsm as proposed by Chattanoo ga Gas.
Pursuant to these statutes, the TRA has the dlSCI'etIOH to approve proposed rate changes that have
been subnntted to 1t by a utility under its Junsd1ctron The Authorrty consrders petitions seekrng

P adjustments of rates and charges under Tenn Code Ann. § 65-5- 203 which provides, in part,

'that the Authority shall have the power “to hear and determine whether the increase, change or

- alteration bemg sought by a public utlhty is Just and reasonable” and that “the burden of proof to :
show that the i ncrease, change or alteratron 1s just and reasonable shall be on the pubhc utility -
.makrng the same.” The Authority has wrde latitude in settrng rates for pubhc ut111t1es under its

Junsdlctlon The Tennessee Supreme Court held in CF Industries v. Tennessee Public Ser'vzce ’
Commzsszon |

[T The process of setting rates is not requlred to follow any particular course SO
long as the end result does not vrolate the just and reasonable standard 13 »

| The TRA has the power to ﬁx Just and reasonable rates “which shall be imposed, observed, and
', followed thereaﬂer” by any public'utility. 16
L ‘The Authonty’s PGA Rule, which separates the cost of service from the remainder
of a gas utility’s rates, is designed, in part, to protect the customer and the utility
from the consequences of the over-collectlon or under—collectlon of gas costs
Chattanooga Gas has petltroned the Authority for a change i in its PGA r1der pursuant to
TRA Rule 1220-4-1- .06 and Rule 1220 1-1-.05. In rendenng a decision on this request it is
important to reﬂect on the purpose and hrstory of TRA Rule 1220-4 7 (the “PGA Rule”). The

current PGA Rule was adopted by order of the Tennessee Public Service Comm1ss1on (“TPSC”)

1in Docket No. G-86-1 and became effective on July 1, 1992. The purpose of the PGA’Rule is set

'S CF Industries v. T ennessee Public Service Commzsszon 599 S W.2d 536, 543 (Tenn. 1980) (quoting Allied '
Chemzcal Corp. v. Georgia Power Co., 224 S.E.2d 396, at 399 (Ga. 1976)):
® Tenn, Code Ann. § 65-5-201. See Consumer Advocate Division v. Tennessee Regulatozjy Authorzty 1998 WL
- 684536, *6 (Tenn Ct App) ConsumerAdvocate Division v. Bissell, 1996 WL 482970 (Tenn. Ct. App)
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forth at Rule 1220-4-7-,02:
These Purchased Gas Adjustment (PGA) Rules are intended to permrt the
Company to recover, in timely fashion, the total cost of gas purchased for delivery
to its customers and to assure that the Company does not over-collect or under-
collect Gas Costs from its customers.
The PGA Rule deﬁnes “gas costs” in the followmg manner at Rule 1220-4 7- 01
- “Gas Costs” shall mean the total delivered cost of gas pald or to be paid to
Suppliers, including, but not limited to, all commodity/gas charges . and any

other similar charges which are paid by the Company to its gas supphers in
connection with the purchase storage or transportatlon of gas for the Company s

system supply
| The PGA Rule includes three major componentsaddressmg the collectlon of gas costs;

the Gas Charge Adjustment (GCA), the Refund Adjustment (RA), and the Actual Cost
Ad_]ustment (ACA). The ACA is the d1fference between the revenues bllled customers by means
of the GCA and the cost of gas 1nv01ced the Company by suppl1ers plus margm loss (1f allowed
by order of the TRA in another docket) as reﬂected in the Deferred Gas Cost account. The ACA
provrdes for a true-up of the difference between the actual gas costs and the gas costs recovered
: from the customer through a surcharge or a refund. The RA refunds the “true up” along W1th
other suppher refunds if any, to the customer All balances in the Deferred Gas Cost account
also bear 1nterest at the recent prime rate. |

The PGA Rule serves its intended purpose vtfell It penmts all gas dlstrlbutors in
Tennessee to recover gas costs Wlthout extensive proceedmgs to adjust retail rates. . The PGA
‘Rule was not de51gned to avord price Vola‘nhty, it was designed to aV01d earmngs Volatrhty ~
| | ’Nevertheless the PGA Rule allows gas dlstnbutors to purchase gas w1th dlfferlng terms and
: j condltlons that could reduce price Volatlhty as Well as earnings Volatlhty as long as such gas is

purchased at reasonable prlces. It does not allow distributors to make purchases at prices ,above
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~areasonable market price without facing potential penalties.

III.  The FRT proposed by Chattanooga Gas, which provides for a mandatory payment
: by customers of an amount exceeding the actual cost of gas, does not estabhsh a _]llSt'
and reasonable rate. : ~

A. Chattanoo a Gas has not demonstrated sufficrent srounds to su ort its
' request to deviate from the eXlStlllg PGA Rules or from its own incentive

/ 1>. The propdsed FRT requires the Customer to pay a risk premium in addition
to the actual cost of gas ’ S ; s

In seekmg this change in 1ts PGA Rider, in essence the Company is asklng the Authonty

to approve a proposed FRT that amounts to an insurance plan to protect customers agamst a
recurrence of the extraordmary increase in prices like that expenenced in 2000 20()1 The{ -
proposed FRT has the capability of lockmg in gas costs to a certain extent However the
| proposed FRT deviates from the estabhshed method of the setting of rates for gas based on the
| actual cost of the gas to the Company Mr. Buckner’s testlmony points to the fact that, in
trad1t10nal ratemakmg, the cost of service component of rates was set based on a snapshot of the
ut111ty s costs of purchasmg gas.! Because subsequent prlces varied from the pnce at the time
the snapshot was taken rates pa1d by customers d1d not always reflect the cost to the ut111ty, but
there was, 1mportantly, an initial relat1on between rates and costs.!!® The advent of the PGA
Rule resulted in a separatlon of the cost of service component from the remainder of the utility’s
rates so that this component would rnore closely reﬂect the ut111ty s cost of gas as it ﬂuctuated
over tlme ThlS practice, which the part1es admit has been i in effect for approx1mately the last ten

(10) years, refines the ratemaklng functlon to ensure, to the extent possible, that rates reﬂect the

Transcrzpt of Proceedings, Docket No. 02- 00383, May 28, 2002, p. 171.
*® This relation corresponds to the statutory requirement that rates not be “excessive.” Tenn. Code Ann. § 65-5-
- 201. It is a normal component of ratemaking, whereby rates are des1gned to compensate for operating expenses.
See 64 AM. JUR. 2D Public Utilities §§ 133 ,173 (1972) : :
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utility’s gas costs.11 The converse of this pnnc1ple should also be respected in settlng rates: the
utility’s rates should not extend beyond the utility’s cost of prov1d1ng the serv1ce
Spemﬁcally, for purposes of thrs proceeding, the Company s rates for gas should not extend
beyond the Company s cost of purchasmg the gas. Yet this is what the FRT proposes to do. The
I‘ISk premium, which is the V1ta1 component of the proposed FRT, is not part of the Company s
cost of purchasrng the gas it sells to its customers Includlng the risk premium in the Company ]
rates contradlcts the estabhshed pohcy and practlce that rates generally should reﬂect costs.
Although the Author1ty might, in compelling crrcumstances dev1ate from thrs prmc1ple the
record in this proceedmg does not demonstrate that such compelhng circumstances exist.
In adopting the PGA Rule, the Authority’s predecessor agency, the TPSC, determmed
; that exposure to a certain amount of pnce Volatlhty was necessary in order that gas customers
prices could more d1rect1y reflect the utility’s gas costs The continued ex1stence and apphcatlon
of the PGA Rule supports a presumptlon that this pohcy determmatlon by the TPSC remains
valid and thls policy should not be disturbed absent compelling reasons. The Hearing Ofﬁcer,
finds that the Company’s proposed FRT clearly runs counter to the TPSC ] determmanon and
the regulatory policy embodied in the PGA Rule, and that the Company has not met its burden of
demonstratmg that the Rule and its attendant policy should be dispensed wrth in thls 1nstance
From the perspectlve of Chattanoo ga Gas the i insurance premlum may be considered asa

component of the “total cost of gas purchased for dehvery, but it is not a part of the actual cost

" This principle is reflected in the PGA Rule, specrﬁcally at Authonty Rule 1220-4-7-.02( 1), which provides:
These Purchased Gas Adjustment (PGA) Rules are intended to permit the company to
_ recover, in timely fashion, the total cost of gas purchased for delivery to its customers
and to assure that the Company does not over-collect or under-collect Gas Costs from its

_customers.
This pnnc1p1e is ‘further mcoxporated in Authority Rule 1220-4- 7- 04, also a part of the PGA Rules, whlch is

itended to “appropnately match revenues with cost of purchased gas.” :
20 ..

. This statement is only intended to encompass the gas cost portion of the rates Utilities are, of course,
~compensated for other expenses through their rates. k . B '
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of gas. It 1S an add-on desrgned to hedge against the potentlal of high gas costs in the future. If
approved and 1mp1emented the proposed FRT would shield the customer from a hlgh ceiling of
£as Costs i in the event of an extreme increase in gas costs. In such an instance, the customer may
receive a benefit Wthh could be quantified by determmlng the difference between the amount
paid for by the customer for the “premium” over a penod of time and the actual cost of gas
during the time of the spike in gas costs. In such an instance, both the Company and the
' customer beneﬁt On the other hand, there would be no beneﬁt to the customer if the cost of gas
did not increase or, in fact, decreased In such an 1nstance the Company most likely would
_ benefit and none of the premlum pald would be returned to the customer. While such a scenano ,
may appear fair in terms of shifting the risk of h1gher gas cost, it is not _]ust and reasonable when

1mposed upon the customer without optlon

2. The risk premium in the pro osed FRT has been calculated in an arbltrar
manner based on the Company’s current rate of return. :

Nor has the Company provided a convincing explanation for its determination of the risk
premium. ‘According to the testimony, the Company arnved ata nsk premlum based on current
conditions that forturtously approxnnated the Company’s authonzed rate of return Even though
the amount of the rate of return became the operative ﬁgure for determlnlng the risk premium,
the Company demonstrated no functronal correlation between the amount of the rate of return.

“and the calculatlon of the nsk prermum Nevertheless, the rate of return serves as the basis for
the r1sk premlum and will contmue to do so0 in the succeedmg years of the proposed program.

| Even though the Company has gone to great lengths to pre01sely quantify the proposed fixed rate
. through an extenswe all- encompassmg formula the risk premlum a crucial aspect of the fixed
rate, appears to have been arrived at in an almost arbitrary manner. For the Authonty to adopt

ksuch a formula 1mght also be deemed arbltrary
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3. The proposed FRT im ro erly shifts
purchasing decisions from the Company to the TRA.

: 'k The proposed FRT raises problems in terms of the role »speciﬁed for the Authority. Each
September, accobrding‘ to the proposed tariff, the Company would pres'entbthe Authority with its -
,_prep\osed fixed rate for the‘knext twelve (12) month pen'od. The Au’thority would then have
| " twenty-five (25) days’within Wiﬁch to determine v‘vhether to accept this rate or suspend the plén
for an entire year uxitii the following October. This procedure inevitably, and perhap‘é ‘
impropeﬂy, pleces the Autherity, nof the Company, in the role of assessing risk for bothbthe _
~ Company and its customers. ! |
The cost of gas ron the menthly spot market, which is Where the Compe;ny "currently |
- purchases a large pox‘tion of its gaS, eould vary greatly from the ﬁxed rate set each October. ;
Several Scenarios are possbible.’ The Authority mi ghf approve a rate for the FRT fhét turns out to
| be ﬁluch higher than the price available during the suceeeding_winter on the monthly spot
market. This weﬁld .result in customers paying niore for gas undef the FRT than actual gas costs
te the Company. On theother hand, the Authority mighf reject an FRT rafe that’ turns oﬁt to be
’k rﬁﬁch IOWef than pﬁces later chafgeci during the “winter on the monthly spot market. Under eifhe’r
scenarib, the Authority Would be required tok act as a surrogate fof the Company in making

purchasing de'cisid‘ns» and in assessing risks that are associated with and properly a part of

12k Chattanooga Gas has submitted information to support and explain how the risk premium will be calculated to
arrive at a fixed rate under the FRT. It is worth noting, however, that Chattanooga Gas cannot confidently state how -
great the risk may be, or even identify all types of risk that may be involved. Chattanooga Gas states, in response to
a data request from the Consumer Advocate: : s ’

The Company has taken a great: degree of care in trying to properly identify these risks.

However, since this filing has never before been implemented, the complete and total risks are

_ unk:nown, o 8 ' ‘ s ; ‘ o : :

. Response to Consumer Advocate and Protection Division May 2, 2002 Data Request, Docket No. 02-00383, May 7,
2002, Item 7. L . : ; ‘ , S .
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| business decisions in the gas industry. Ii ié not the role of the kAuthori'ty to exercise its judgment

-in purchasing gas, és»ses’s’in’g risk, or predicting the weather. The procédure cohtemplatéd by the

- proposed FRT, Which réquires the Authority to analyzé the market, 'forécast the weather, énd |
teach a decision within twenty-five (25) days, WOuld most certainly ‘sub’jéqt the Aufhority to

second-guessing_;.122 | = | |

B. If approved, the risk premium in the proposed FRT will be mandatory, not
optional, for th_e Company’s customers. ; :

‘Oné 6f the major objecﬁons of the Consumer Advocate to this FRT is that the program‘is

not optional to Chattanooga Gas customers. Mr. Buie testified regarding Chattanooga Gas’s

decision not to offer the pr(v)po‘sed FRT as an option to its customers:

Our examination revealed that the cost of changing our computer billing system to
manage those customers who chose a fixed rate and others that chose to remain on
a variable rate would be prohibitive. In addition, we also found that it would
require and extensive customer education campaign as well as additional training
and staffing in our call center. Despite all of these costly changes, there was no
way to know for certain exactly how many customers would elect this service.
Because of these reasons, we abandoned this approach in favor of the Fixed Rate
PGA Tariff that we are presenting to the Authority today.'? : ‘

‘ Duﬁng the Hearing, Mr. Buie reiterated that 6ffer_ing the FRT as an optiénal progrém‘ would be
~ cost prohibitive. _

| As demonstrated in the record, the risk premium is derived frofﬁ the Company’s rate of -
return. ‘When this rate of 9.08% is applied to the costs idenﬁﬁed in the FRT, a risk prerﬁium of

approximatély $0.05 per Ccf is produced. The Consumer Advocate testified that “the risk

122 Mr. Novélk’s testimony suggeysts that the Authority’s determination whether to accept or reject the proposed fixed

122’ r;anscript of Proceedings, Docket No. 02-0038 3, May 28, 2002, p. 115.
Id,p.5. : ‘ e ‘
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g premium and risk protection additives” amounted to a 16% mark up‘over estimated costs,'%*

The Hearrng Ofﬁcer ﬁnds that the “fact” that the Company may incur substantial (or
“prohrbrtlve”) costs in makmg changes to its b1ll1ng system and in educatrng 1ts customer base is
‘not a sufﬁc1ent reason to make the FRT mandatory for customers. The PGA Rule establishes a |
, Just and reasonable mechamsm for the recovery of gas costs. Providing the customer with an
| optional means of hedgmg gas costs rmght also be just and reasonable. Nevertheless the record
“in this case does not support the establlshment of a FRT that requrres the customer to pay an

amount greater than actual gas costs.

Further the evidence in the record does not support the Company s position that
Chattanooga Gas customers favored a FRT In its Pemzon Chattanooga Gas stated that it was
filing in “support of this proposed tariff” the testlmony of Beverly anht reﬂectmg the attitudes -
of randomly selected Chattanooga Gas customers (focus groups) toward an annual ﬁxed rate
tariff.!% Further, i in the pre-filed testrmony submrtted with the Petition, Larry Bure stated that

The conclus1ons of these focus groups conﬁrmed my suspicions that our

customers did in fact place a value on price certainty, and that a Fixed Rate PGA

- mechanism was an approprrate tool to achieve this stabrhty 126 ‘

The Hearing Officer does not find the evidence related to focus groups to be helpful in
kascertalmng Whether the FRT is an appropriate mechamsm for estabhshmg gas costs to
consumers It is drfﬁcult to see the value of this 1nf01mat10n when the results of the focus groups
are as the1r moderator admitted, not capable of berng extended to the Company s larger

customer base.'?’ Further, if they could be 1nterpreted as representatrve of the attltudes of

124 ,; Direct Testimony of Robert T. Buckner, Docket No. 02-00383, May 21, 2002, p 7.
Petttzon atp. 123. =
Petztzon, Exhibit B, Test1mony of Larry Buie, p. 3.
Transcrzpt ofProceedmgs, Docket No. 02-00383 May 28, 2002, p. 44
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Chattanooga Gas S customers the results of the focus groups only show about a third of the
customers favoring the FRT proposal with about an equal number opposrng it."®® Such results
do not support a radrcal change in the manner in whrch customers will be charged for gas,
particularly when the program is not optional. In the absence of a compelhng customer mandate
in favor of the FRT, the Hearing Ofﬁcer dechnes to add an additional amount to customers’ rates
that is not related to the Company s cost of purchasing gas, or to put the Authorrty in the -
improper role of risk assessment. Further, the Hearmg Ofﬁcer does not find that customer
attitudes, such as those solicited in the manner here, are relevant 1n assisting the Authorrty in its
role to determine Whether the Company s rates are just and reasonable B )

In add1tron to the evrdence concermng the focus groups the record contains several
‘mdrcatrons that gas customers in general are not particularly concerned with prrce Volatrhty
Only eleven percent (l 1%) of the Company s residential and two percent (2%) of its commercial
customers have elected budget brllrng programs, a method already avallable to allevrate‘
fluctuations in gas blllS 129, A fixed rate plan available in Georgia on an optronal basis has only a
five percent (5%) enrollment 130 These facts weigh against adoption of a mandatory plan.

IV. ~ The TRA did not establish a mandate for an FRT such as proposed by ’Chattanooga
Gas. '

Chattanooga Gas asserts that its FRT proposal has its omgms in part in statements made
by the Authorrty ] D1rectors durmg the February 6 2001 Authonty Conference Durmg that

Conference the D1rectors recerved and responded to comments from representatrves of the three

128
Id.,p. 37. ,
# Response to Consumer Advocate and Protection Division May 13, 2002 Data Request, Docket No. 02-00383,

May 17, 2002, Item 2. c R : : S
130 Response to Tennessee ‘Regulatory Authority Staff Data Request No. 1, Docket No. 02-00383, April 23, 2002,
Ttem 4. ' ' i EEET :
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o (3) major local gas drstnbutlon companies in Tennessee (Chattanooga Gas Nashville Gas

k Company and Unlted C1t1es Gas Company) regardmg unusually high gas bills experienced in the -
winter of 2000-2001 Notmthstandrng the fact that the Dlrectors made extensive remarks about
hrgh gas bllls and how the companies could work w1th customers toward payment of those bills,
Chattanooga Gas has mterpreted the D1rectors statements as amountlng to a mandate to make
every attempt to remove volatlhty from gas prlees Thrs interpretation is not borne out by the -
transcrlpt from that Conference The Hearmg Officer ﬁnds upon review of the transcnpt of the
February 6, 2001 Authority Conference, no clear evidence that the Directors ever mandated such '
action by the gas distr_ibution'companies. ' , : g .

Byits ‘own testimony, Chattanooga Gas acknowledges “What we experienced in January

2001 was very cold weather at the same time that gas pnces reached a peak »BMr. Novak
testlﬁed that there are two (2) major causes of prrce volatlhty, the lack of supply and unusually :
high demand due to colder than norrnal weather Dunng the winter 0f 2000-2001, a combination
of unusually high gas pnces and unusually cold weather caused an extraordmary spike in_
b customers’ 'bills.m |
The Company’s FRT proposal relates only tangentlally to the concerns expressed by the\
4. D1rectors at the February 6, 2002 Authonty Conference To a certain extent, the Dlrectors
comments touched on the subJect of volatility, but the Directors’» comments reveal that they were | :
~ chiefly concemed with the fact of high bills during a partlcular 1solated penod and not with the
general Volatthty that is charactenstlc of the gas market. The Dtrectors focused on the 1mpact of

high bﬂls on the customers and requested that the gas compames be “compassronate” i

Transcrzpt of Proceedings, Docket No. 02-00383, May 28, 2002, p. 6.
2 1d,pp.97-98. RERe -
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colleeting unpaid bills.'33 The D1rectors spe01ﬁcally mentroned deferred payment optlons B34
: The Directors d1d not drscuss the use of ﬁltures contracts as a method of Ievehng prices. One
cause of the high bills in 2000 2001 was hlgh wholesale gas prices. The Company admits that
: the proposed FRT is not designed to obtain the lowest possrble wholesale (and thus retarl) price
for gas but merely to level retail prices, Wthh 1s not the same thing, Another factor that caused
high prices in 2000-2001 was unusually cold weather, and the proposed FRT does nothing
specifically to compensate for Volatrhty in the weather Under the proposed program, customers
‘bllls will contlnue to ﬂuctuate with changes in temperature The Hearmg Officer does ‘not
conclude therefore, that the Company has a clear mandate from the Autho.nty to take
| extraordlnary steps to address prlce Volatrhty in 1solat10n or that the necessrty for such steps is
so clear as to require a mandate at th1s time.

| The Consurner Advocate also raised an objection to the FRT on the ba81s that the FRT
would prov1de an improper w1ndfa11 to Chattanooga Gas’s purchasrng arm, Sequent It appears
that if certarn cond1t10ns preva11 ba profit will be made as a result of the proposed FRT It is
: troubhng that even though the Company acknowledged that a profit could result from the FRT, 1t |
does not know Whether such a proﬁt ‘would go to Chattanooga Gas Sequent or some other
entity."*> It is also a matter of concern that the Company dechnes to take bids during the early
stages of the program when competitive bidding itself could serve as an 1mportant factor‘ in
lowerrng the price at which the Company purchases gas. '3 Nevertheless, because the Hearing
Ofﬁcer rejects the proposed FRT on other grounds the Hearing Officer ﬁnds it unnecessary to "

- resolve the afﬁlrate transactron issues that anse from the proposed FRT

133 See Transcript of Dzrectors Conference, February 6, 2002, p. 46.
- P See id, pp- 48, 50. S , '
35 . Transcript of Proceedings, Docket No. 02-00383, May 28, 2002, pp. 20,88.

36 14, , Pp. 19,80. ‘ N '
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IT IS THEREFORE ORDERED THAT:
1. Chattanooga Gas Company S Petltlon for Approval of Change in Purchased Gas
Adjustment is denled
2. Any party aggrieved by the Hearing Ofﬁcer s dec1s1on in thls matter may file a
: Petltlon for Reconsideration with the Heanng Officer within fifteen (15) days from the date of
this Order. |
3. Any party aggrieved by the decision of the Hearing Officer in this matter may file ’.
a Petltlon for Appeal with the Tennessee Regulatory Authorlty within ﬁfteen (15) days from the
date of th1s Order. ‘ “ - | B S
: ’4. ~ In the event th1$ Order is not appealed to the Directors of the Tenneésee ;
' ‘Regulatory Authority Within ﬁ‘fteen ( 15) days, this Order shall become final and shall be
effective from the date of entry. Thereaﬁer any party aggrieved by the dec1s1on of the Heanng
Ofﬁcer may file a Petltlon for Rev1ew in the Tennessee Court of Appeals Mtddle Section,. Wlthm

sixty (60) days from the dateof this Order.

(] frcdrd Cotlin
Richard Collier =
earing Officer

entered: M 30, 400_2
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